
PUBLIC EMPLOYEE RETIREMENT SYSTEM INVESTMENT ACT (EXCERPT)
Act 314 of 1965

38.1140 Investment in secured loans; real property not considered encumbered; investment
in part of obligation or participation interest in loan or group of loans; investment in real
estate loan; investment in loan or loans or certificate of participation secured by loan or
loans made on single family residential property; investment in certificates representing
interest in mortgages or group of mortgages; limitations and restrictions; investment in
second mortgage; investment with variable interest rate.
Sec. 20. (1) An investment fiduciary may invest in loans secured by any of the following:
(a) First liens upon improved or income bearing real property, including but not limited to improved

agricultural land, and improved business, industrial, and residential properties.
(b) First mortgages or deeds of trust on leasehold estates having an unexpired term equivalent to the term

of the mortgage, inclusive of the term or terms that may be provided by enforceable options of renewal.
(c) First mortgages on unimproved real property, at least 60% of which real property is under contract of

sale and that contract or contracts are pledged as additional collateral.
(2) Investments made in loans described in subsection (1) shall not exceed 80% of the appraised value of

the real property at the time of the loan and shall not have a term longer than 35 years, except under the
following conditions:

(a) A loan on improved land with permanent buildings used for agriculture shall be repayable by annual or
more frequent installment payments sufficient to amortize 40% or more of the principal of the loan within a
period of not more than 10 years.

(b) A loan on single family residential property shall be repayable by installment payments sufficient to
amortize the entire principal of the loan within a period of not more than 30 years.

(3) Real property shall not be considered to be encumbered within the meaning of this section if the real
property is subject to lease in whole or in part and under the terms of the lease rents or profits are reserved to
the owner.

(4) An investment fiduciary may invest in a part of an obligation or a participation interest in a loan or a
group of loans if the investment of each participant is not less than $50,000.00 at the time of investment, and
if the entire indebtedness of which participation is a part would qualify under the provisions of this section.

(5) An investment fiduciary shall not invest in a real estate loan unless the investment fiduciary has
reviewed a written appraisal of the real estate securing the loan.

(6) An investment fiduciary may invest in a loan or loans or certificates of participation secured by a loan
or loans made on single family residential property in an amount not to exceed 95% of the appraised value, at
the time of the loan, of the real estate offered as security, if the loan is secured by a mortgage, deed of trust, or
other instrument under the terms of which the installment payments are sufficient to amortize the entire
principal of the loan within a period of not more than 30 years, and the loan is insured by a private mortgage
insurer licensed to do business in this state and approved by the federal home loan mortgage corporation and
the federal national mortgage association.

(7) An investment fiduciary may invest in certificates representing an interest in a mortgage or group of
mortgages if the certificates are insured or guaranteed by a private mortgage insurance company or the United
States government or an agency or instrumentality of the United States government.

(8) The limitations and restrictions of subsections (1) to (7) shall not apply to loans that are made pursuant
to the servicemen's readjustment act of 1944, chapter 268, 58 Stat. 284, insured under the provisions of the
national housing act, chapter 847, 48 Stat. 1246, by the federal housing administration, nor to real estate loans
which are guaranteed as to principal by the United States government or an agency or an instrumentality of
the United States government.

(9) Notwithstanding subsection (1), an investment fiduciary may invest in a second mortgage if all of the
following requirements are met:

(a) The total of the balance owing on the first mortgage and the amount of the second mortgage do not
exceed 80% of the appraised value of the real property at the time of the second mortgage.

(b) The second mortgage does not have a term longer than 30 years.
(c) The investment fiduciary has the absolute right to pay the underlying first mortgage in part or in full at

any time.
(d) The investment fiduciary assumes no liability for payment of the underlying first mortgage.
(10) An investment fiduciary may invest in any investment otherwise permitted by this section in which

the interest rate varies from time to time. A loan shall not be considered to be in violation of the usury statutes
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of this state by virtue of the fact that the loan is made on a variable interest rate basis.
History: Add. 1982, Act 55, Imd. Eff. Apr. 6, 1982;Am. 1996, Act 485, Imd. Eff. Dec. 27, 1996.
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